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CIVIL  AERONAUTICS  BOARD 

[14  CFR  Chapter  II] 

[Docket  30310;  EDR^326] 

CERTIFICATION  OF  COMMUTER  AIR 
CARRIERS 

May  18, 1977. 

AGENCY :  Civil  Aeronautics  Board. 

ACTION:  Advance  notice  of  proposed 
rulemaking. 

SUMMARY:  At  the  present  time,  com¬ 
muter  air  carriers  are  not  subject  to  the 
certification  requirements  of  section  401 
ot  the  Federal  Aviation  Act,  as  are  tnmk 
and  local  service  carriers.  They  are  in¬ 
stead  exempt  from  most  econcmilc  regu¬ 
latory  requli^nents.  In  a  petition  to  the 
Board,  four  commuter  air  carriers  con¬ 
tend  that  larger  commuter  airlines  have 
outgrrown  their  exempt  classification  and 
that  lack  of  certification  deters  growth 
and  inhibits  their  ability  to  meet  present 
and  future  demand  for  air  travel.  In  ad¬ 
dition  to  the  establishment  of  a  simpli¬ 
fied  certification  procedure,  the  carriers 
request  that  they  be  authorized  to  par¬ 
ticipate  in  certain  lndu$try-wlde  ar¬ 
rangements,  such  as  joint  fares,  and  that 
a  separate  simplified  procedure  be  estab¬ 
lished  for  commuter  air  carrier  subsidy 
apphcations.  In  light  of  the  growing  im¬ 
portance  of  commuter  air  carriers  in  the 
national  air  transportation  system,  the 
Board  has  decided  to  solicit  public  views 
cm  the  need  for  certification  of  these  cur¬ 
rently  ex^pt  commuter  air  carriers. 

DATES:  Comments  by  June  30,  1977; 
reply  comments  by  July  15, 1977. 

ADDRESSES:  Comments  should  be  sent 
to  Docket  30310,  Docket  Section,  Civil 
Aeronautics  Board,  WashlngtMi,  D.C. 
20428.  Docket  comments  may  be  exam¬ 
ined  at  the  Docket  Secti<Hi,  Civil  Aero¬ 
nautics  Board,  Room  711,  Universal 
Building.  1825  Connecticut  Avenue  NW., 
Washington,  D.C.,  as  soon  as  they  are 
received. 

FURTHER  INFORMATION  CONTACT: 

Gary  J.  Edles.  Routes  Division,  Civil 
Aeronautics  Board,  1825  Connecticut 
Avenue  NW.,  Washingt<m,  D.C.  20428 
(202^73-5205). 

SUPPLEMENTARY  INFORMATION: 
On  January  6,  1977,  four  commute  air¬ 
lines — Air  Illinois,  Cascade  Airways, 
Golden  West  Airlines,  and  Swift  Aire — 
filed  a  petition  urging  the  Board  to  Initi¬ 
ate  a  rulemaking  proceeding  to  establish 
a  simplified  certification  procedure  for 
certain  of  the  larger  commuter  airlines. 
These  carriers  are  currently  exempted 
by  Part  298  of  the  Board’s  Econtxnic 
Regulations  from  the  certlficaticm  re¬ 
quirements  of  sectkm  401(a)  of  the  Fed¬ 
eral  Aviation  Act.’  The  Petitioners,  which 


all  provide  scheduled  air  tranportation, 
contend  that  as  a  direct  consequence  of 
being  classified  as  nonceitlflcated  air 
taxis  they  are  perceived  as  bdng  lesser 
participants  in  the  air  transportatlcm 
system,  and  that  this  perc^tion  deters 
growth  and  inhibits  their  ability  to  ccm- 
tinue  to  provide  good  service.  In  support 
of  their  position,  the  petitioners  list  cer¬ 
tain  problems  which  they  contend  are  a 
direct  result  of  their  noncertificated,  or 
exempt  status.  Among  these  problems 
are:  (1)  The  inability  to  participate  as 
a  local  service  carrier  in  the  joint  fare 
prorate  imder  Phase  4  of  the  DPFI;*  (2) 
The  inability  to  secure  financing  of  new 
equipment  because  of  ineligibility  for 
government  loan  guarantees;*  (3)  In- 
elgibility  for  Federal  subsidy;  (4)  Poor 
ticket  counter  and  gate  locations  at  air¬ 
ports;  and  (5)  Payment  of  higher  prices 
for  fuel  because  suppliers  consider  them 
to  be  general  aviation. 

To  resolve  these  problems,  the  peti¬ 
tioners  propose  to  set  up  a  new  class  of 
certificated  ccmunuter  carriers,  limited  to 
aircraft  of  10  to  56  seats  with  certifica¬ 
tion  accomplished  by  means  of  simplified, 
inexpensive  show  cause  procedures.  The 
petitioners  propose  that  such  carriers  be 
subject  to  minimal  reporting  require¬ 
ments  unless  subsidized,  have  the  ability 
to  abandon  markets  without  the  neces¬ 
sity  of  formal  hearings  and  be  able  to 
participate  in  federally  guaranteed  air¬ 
craft  loans,  joint  fares,  interline  ticket 
and  baggage  agreements  and  other  in¬ 
dustry-wide  arrangements.  The  petltlwi- 
ers  also  seek  a  separate  simplified  pro¬ 
cedure  for  establishing  subsidy 
eligibility  of  commuter  carriers  when,  in 
the  petitioners’  words,  “eccmomic  reali¬ 
ties  indicate  that  service  In  swne  areas 
cannot  be  provided  without  subsidy.” 
They  always  seek  route  protection  against 
other  non-certificated  carriers — a  pro¬ 
tection  not  now  generally  available  to 
certificated  carriers. 

Fundamentally,  the  petitioners  re¬ 
quest  that  the  Board  promulgate  a  new 
regulation  which  would  set  forth  criteria 
under  which  a  commuter  operator  could 
qualify  to  becwne  a  certificated  carrier. 
The  pnHXjsal  envisions  that  the  Board 
would  make  public  convenience  and  ne¬ 
cessity  findings  applicable  to  the  class  of 
commuter  carriers  by  rule.  Thereafter, 
carriers  which  meet  the  criteria  would, 
upon  application,  be  awarded  a  certifi¬ 
cate  if  they  could  establish,  through  sim¬ 
plified  show-cause  procedures,  that  they 
were  fit,  wUling,  and  able.  By  narrow¬ 
ing  the  issues  in  this  way,  the  petitioners 
believe  that  the  cost  of  individual  cer¬ 
tification  would  be  substantially  reduced 
and  the  decisional  process  would  be  ex¬ 
pedited.  Additional  adjudicatory  pro¬ 
cedures  would  be  required  for  carriers 
seeking  subsidy  in  a  specific  market.  No 


»A  “Commuter  atr  carrier”  Is  defined  In 
I  298.2(f)  of  the  Board’s  Economic  Regula¬ 
tions,  14  CFR  298.2(f).  as  an  air  taxi  oper¬ 
ator  which  (1)  performs  at  least  five  round 
trips  per  week  between  two  or  more  points 
and  publish  flight  schedules  which  specify 
the  times,  days  of  the  week  and  places  be¬ 
tween  adilch  such  flights  are  porfmmed  or 
(2)  transports  maU  by  air  pursuant  to  con¬ 
tract  with  the  United  States  Postal  Swvloe. 


*  Only  commuter  carriers  which  serve  as  re¬ 
placement  carriers  at  small  communities 
participate  in  Joint  fares. 

'  Under  the  Government  Guarantee  of 
Equipment  Loans  Act,  49  U.S.C.  i  1324,  the 
Secretary  of  Transportation  may  guarantee 
payment  of  principle  or  Interest  to  financial 
institutions  who  issue  loans  to  certificated 
carriers  conducting  local  of  feeder  air  service. 


responses  to  the  rulemaking  petition  have 
been  filed. 

The  Board  Is  sensitive  to  the  specific 
PToUems  which  may  Impinge  upon  a 
fuller  participation  in  the  air  tran^rta- 
tion  system  by  commuter  carriers. 
Nonetheless,  several  important  issues 
are  raised  by  the  manner  in  which  the 
petitioners  propose  to  resolve  these  prob- 
lons.  ’The  Board  would  like  to  receive 
comment  on  these  issues  from  interested 
m^bers  of  the  public  and  consumer  rep¬ 
resentatives,  as  well  as  from  affected  car¬ 
riers  including  other  wmimuter  carriers. 

An  initial  questimi  is  whether  the 
problems  described  by  the  four  petition¬ 
ers  are  widespread  in  the  commuter  in¬ 
dustry  and,  if  so,  whether  certificaUmi 
would  be  an  appropriate  regulatory  re¬ 
sponse.  In  formulating  responses  to  this 
general  question  we  would  request  that 
all  respondents  consider  to  what  extmt, 
if  any,  the  perceived  need  for  certifica¬ 
tion  may  be  alleviated  by  enactment  of 
the  Board's  Small  Community  Service 
Program  *  or  other  subsidy  reform  pro- 
p>osals  now  being  consider^  by  the  Ccm- 
gress.*  Pursuant  to  such  program,  the 
Board  would  directly  subsidize  noncer¬ 
tificated  or  certificated  air  carriers  for 
providing  a  specified  level  of  service  in 
particular  city-pair  markets.  During  a 
phase-in-period,  eligible  conununities 
would  be  limited  to  ciurrently  certificated 
points.  However,  after  a  three  year  pe¬ 
riod  applications  for  subsidized  service 
would  be  accepted  from  other  small 
communities.  Applications  would  be 
processed  without  formal  evidentiary 
hearings.  Carriers  providing  subsidized 
service  under  this  program  would  be  tii- 
gible  for  inclusion  imder  the  joint  fare 
provision  of  the  DPFI  on  their  subsidized 
routes. 

If  it  is  decided  that  some  form  of  sim¬ 
plified  certification  for  ccmunuter  air 
carriers  is  required  by  the  public  conven¬ 
ience  and  necessity,  a  variety  of  other 
issues  must  be  addressed.  We  expect  in¬ 
terested  persons  to  indicate,  in  detail, 
what  specific  rights  should  be  bestowed 
and  what  specific  responsibilities  should 
be  imposed  cm  these  carriers  by  the  is¬ 
suance  of  a  certificate.  In  this  regard, 


*In  its  testimony  before  the  Senate  Sub¬ 
committee  on  Aviation  on  March  21.  1977, 
the  Board  stated  that  “[W)hUe  there  may  be 
proper  cases  in  which  formal  certifications 
could  be  appropriate  to  the  need  of  partic¬ 
ular  communities,  the  program  we  prc^ose 
wiU  offer  many  of  the'  service  guarantees  in¬ 
herent  in  certification  without  so  many  of 
the  administration  and  other  burdens  which 
may  be  associated  with  certification.”  A  copy 
of  the  Board’s  testimony  and  draft  legisla¬ 
tion  presented  before  the  Aviation  Subcom- 
mlttM  of  the  Senate  Committee  on  Com¬ 
merce  on  March  21,  1977,  are  attached  as 
Appendices  A  and  B. 

■Besides  the  proposal  submitted  by  the 
Board,  the  Senate  Conamittee  on  Commerce, 
Subomnmittee  on  Aviation,  is  currently  con¬ 
sidering  other  measures  which  could  signifi¬ 
cantly  modify  the  regulatory  scheme  and 
create  new  oppOTtunltles  tar  commuter  air 
carriers.  Indeed,  one  of  the  bills  would  cre¬ 
ate  a  limited  certification  process,  similar  to. 
but  not  as  wide-ranging  as,  the  petitioners’ 
pr(^>osal,  for  providing  service  to  small  com¬ 
munities.  See  S.  292.  introduced  by  Senators 
Pearson  and  Baker. 


FEDERAL  REGISTER.  VOL  42,  NO.  100 — TUESDAY,  MAY  24,  1977 


PIOrOSED  lUlES 


the  petitlflOOT  vtsloo 

erel  terms  rmiV^  wWd 

Si  r tJ 

S?S  S^issed.  are: 

bmty:  (2)  partlclpatioii  cerUI 

S«1SSS.'?.JS5Sjt  ^  ss 

(Qtaif.  tldcettnc  and  dc-  ter« 

to  addition  to  theee  teadltional 
mcnta.  the  peUtlooera  new 

mcsits  which  would  be  both  novw 

^s25r;£si£Sf2r?iSs?  ^ 

SiSaMed  SSfSw  rtjndjrd.  ^ 
nito  «Dd  wormtg..^  £3 

ESxSSs-“?  s 

SS^eocducted  with  «tocri^,  no  Iw  » 
Uan  10  PMMU^  ^  U, 

M  oassengeia  (and  a  P*y“^.  _ 

not«cSn«l«.000poumW.  (cnpiwjJ-  g 

sS'iS'safjrnSsifs  s 

55J^StS7o,*r?e,yd  .t  ^  .m«g!  2 

SSf^2’.r*oSS^»’S^S  5 

nual  transportotlon  revenues  of  no  less  h 

‘^"““^SXTS^SdSS  S 
grLS£i^r5iS.r.sniir5  b 

peiloeratbeiinipo«ed«rrt»(l»P^-  b 

tSers  prefer  that  eanmutocm^ca  b 

be  strictly  J^^jLTSjSts-  5 

^ous  legal  and  economic  arguments  r 

atkms  pursuant  to  Part  288  ci  w 
Board’s  economic  regulations  or  Its  i 

***t4)*iS^onment  of  potots 

kets  upon  a  ntnety-day  notlM  fU^  ^ 

S5?  SSct  that  the  operation  to  to 

longer  economical  or  Sf^iml- 

1^  subject  to  the  ^t  of  communl 

tif  Involved  to  file  a  pro^^  _ ,, 

(6)  Route  protection  fro  nonoert^ 

eated  commute  SL^S^ 

where  commuters  have  been  wuea  ccr- 

“Sorted  Kwondente  »hou)d  «d^ 
In  seneral  terms  the  merits  of  IndudlTO 

^are  Interested  In  commroto  f^boto 
pcnponents  and  opponents  relating  to 

•  Th*  matter  of  Joint  fsm 

eommonts. 


the  practical  need.  If  2Sl 

r 

ss 

the  provtokm  of  Unproved  sen^  expect  fron 

SavSing  and  shipping  public,^  ewt  ™ 

SSlSi«ienb.ot»ch»«e  toOOTmt  ^ 

SS5.SfSS?S<»m,*Uonthe^^  bw 

tlon  does  not  «^lfic»ttr»d^  ^Uioiilb  Bos 

Sw'diS’Sl^StSSedcertwert^ 

should  also  considw  the  ^ 

commuter  air  carriers  di«iabe«i^  ^ 

:  ‘“.oTSSSS.'lSSi  2 

I  These  mciuac,  ^ 

.  boarding  compensation  TOd«P^  w«* 
haSge  Uahfllty  IhnlU.  etc.  Ih 
1  «a  would  welcome  comments  whl^  ad  n 
‘  solutions  to  tro  U 

;  SS.S^rsS5Ttt»  neO^  ^  2 
‘  SSS.nTlr’bSlSrT  «neo.*de  to  . 
I  “X^Srrneegrb^^rcjgm^  J 

r£L„‘W“bi«'Sr3 ; 

»  Smd  has  historically  pursued  apo^  ' 

5  ^SU«r‘?^iSrSIiS 
S  2rSnSJrto*?SL^^^MSS2  . 

S  £t^2^  discretion  of  i 

-  S?isis'Si!a"'22i? : 
a  S’SSssass^ : 

to  E5£?Le'’S£SnSftty  »  ASWI^ 

Si  opermtiDg  torn 

stvdy  In  recent  years.* 
the  The  petitioners 

Its  muter  air  carriers  ham  n^rmgg^t^ 
,»r-  to5Sett?S>mtyo^e»^^^: 

to-  Slt£>SSitiTOl^B«^toMnc^ 
■ml.  ttttro  bo  no  ssfuletory  borrlers  to 

S^iSSooTloo  «t  totoller  coQumml- 
tm-  ties  where  trafflc  d«““dwarmntss^ 
kets  Improvements.  The  P«n>we 
ccr-  vanoed  notice  to  to 

with  sufficient  information  to  consldCT 
jrcss  the  genuine  needs  of  the  commuter 


sotos-Hsm  and  DOsslble  sdutions  to  par¬ 
ticular  problems.  In  gre»*? 

SesL^  believe  It  useful  to  stat^ 
SrSset  that  the  Board  does  not  kx* 
with  favor  upon 

SSi'SSi^tSSSSSMJ^- 

J^l£%hlch  they  b»ve 

SSd,  Theretoto,  2.rtol 

should  understand  trot  w 

bSSm  to  upon  them  to  dmonslj^  ^ 

SrT^Km^ftteto  the  public  from  suro 
^.jS'SScUoned  monopolies  win 

tloners. 


to  ma  isgsid.  m*  pett^n«» 

..  oo..  e^diiMtrw  t>«a  ITMUW  lapfcl  ^TlOSS  Ul 


tiM  last  t«  yaa*a  w  ^ 

•tr  carrteft  baa  grown  iromlaajm»^ 
mots  man  *00.  Thay  also  n^W  ^  w 

iMt  flva  yaara.  y  auaa  n 

MMsd  at  ma  rata  of  aboot  tm  paretm  • 
the  industry  now  boartom^mm 
2JenmlUlon  paaaengara  a  year.  Potltlon  at  *. 


(JOlOfKMTS  RBOUSSTSD 

Int«;e«t<;dpoM»^^„'>2££ 

•^^SSrSSnln*' «» 

^  ^  "“TSi  aifwiS^the  Docket  Section 
iSySO.  18T?. 

*®  ““  '*Sf£L5fSSi^th«  with  com- 

SSStrJr*raSoM««  comnente  *1  the 

time  of  films.  general 

„  consumera^pmrti^^^ 

.  gubmisttTO  m  ^  jjjjcy,  gd- 

i  SJ£r^^  the  necessity  of  fiimgad- 

^  ditlonal  copies. 

- 

S  By  the  Ctvn  Aeronautics  Board. 

Phtxxis  T.  Kavlo*. 

Secretary. 

Ml  "^*toon  of  tbap^^^^  ^Ml«b- 
¥*  wSSdlSicbanlmi 

d-  mant  M  ptoaii  oonununlties  of 

ler  tbaaa  matt^  ^pmachea.  sought 

«*•  CODgreaa  our  racommandatlona. 

*  m  •rwm  iintaiw  of  ths  program  and  Its  impla- 

toJS.2rSS£tlon  to  APP^ 

***  oSTwafiauni*  Baton  1  dtoeuaa  t^ 

>  to  <»**  fm®"  hmdossl  i  wouw 


diz  A  to  tbla  atatwnan*.  •  •— ~— 

-i-i^n  of  tba  Board’s  ptopoml.  1 

tte  oblaettves  wa  asia  to  aciuava. 

■mMon  toe  to  the  Feeerto  AeleUon  ^ 
ortelito  leettleho”  •»““<* 


»to*i  weifto.  VOI.  «.  HO.  i«o-i«»ay.  i«ay  m.  wry 


26560 


PROPOSED  RULES 


in  1938.  It  authorizes  the  Board  to  pay  sub¬ 
sidy  to  certificated  air  carriers. 

By  19&9  none  ot  the  trunk  carrien,  ex¬ 
cept  Northeast  Airlines,  required  subsidy  to 
sustain  their  iterations.  This  eelf-suffl- 
clency  waa  greatly  assisted  through  the  trans¬ 
fer  of  nearly  300  marginal  trunkline  points — 
small  communities,  if  you  will — ^to  the  local 
service  airlines. 

But  changes  have  occurred  in  the  air 
transportation  industry  which  have  required 
both  the  locals  and  the  Board  to  reassess 
the  costs  of  the  present  subsidized  system 
against  its  benefits.  The  mail  pay  statute 
of  the  late  1930’s  is  simply  out  of  date  in 
the  mid-1970’s.  " 

First,  the  statute  limits  the  payment  of 
certificated  airlines.  This  presents  two 
principal  drawbacks.  First,  the  smaller  cer¬ 
tificated  airlines — ^the  local  sMwice  carriers — 
have  now  turned  their  attention  to  larger 
planes  and  larger  markets.  While  some  tur- 
bc^rop  equipment  remains  in  the  fieets 
of  the  local  service  airlines,  this  equipment 
is,  by  and  large,  being  replaced  by  Jet  air- 
ciaft.  Service  to  smaller  points  has  dimin¬ 
ished — and  is  likely  to  continue  to  dimin¬ 
ish — simply  because  it  is  not  econmnlcally 
possible  to  Justify  high-frequency  service 
with  large  Jet  aircraft  at  points  enplaning 
only  10  or  20  or  30  passengers  a  day. 

Second,  the  commuter  carrier  segment  of 
the  indusWy  has  grown  immensely  in  re¬ 
cent  years.  ITiese  carriers,  operating  in  an 
essentially  imregulated  environment,  and 
using  equipment  better  suited  to  small 
community  service,  are  the  best  hope  for 
good  service  in  the  future.  But  the  law  says 
that  we  cannot  subsidize  these  carriers  di¬ 
rectly  unless  each  one  goes  through  an  ex¬ 
pensive  and  time-consuming  certification 
process.  Thus,  the  necessity  for  certification 
limits  the  Board  to  the  local  service  car¬ 
riers  as  the  primary  source  of  supply  for 
FederaUy  assisted  small  ccHnmimlty  service 
and  cuts  out  scores  of  successful,  qualified, 
non-certificated  carriers  which  could  and 
would  tmdertake  to  provide  such  service. 

Furthermore,  the  current  statute  requires 
the  Board  to  consider  a  certificated  carrier’s 
overall  system  need  when  determining  the 
amount  of  subsidy.  Ihis  means  that  if  a 
carrier  loses  money  on  its  small  community 
service  but  makes  money  on  the  rest  of  its 
services,  we  must  off-set  the  losses  from  non- 
profitable  operations  with  revenues  from  the 
profitable  operations.  There  is,  therefore,  a 
very  limited  incentive  for  a  carrier  to  pro¬ 
vide  good  service  to  small,  unprofitable 
points. 

Finally,  the  Act  expressly  prevents  the 
Board  from  restricting  an  air  carrier’s  right 
to  adjust  its  equipment  or  schedules  in  any 
market.  Such  a  provision  is  useful  in  encour¬ 
aging  carriw  management  to  innovate  where 
there  is  a  competitive  Incentive  for  such 
innovation.  And  it  correctly  keeps  the  Board 
out  of  the  day-to-day  business  of  running 
an  airline.  But  It  is  a  serious  drawback  to 
the  Board’s  ability  to  Insure,  in  the  In¬ 
terests  of  the  taxpayer  and  those  dependent 
on  small  community  air  service,  that  the 
right  equipment  and  the  right  schedules 
are  provided  for  service  which  the  govern¬ 
ment  subsidizes.  ’Thus,  nelthw  the  affected 
mwiLii  community  nor  the  Federal  government 
has  the  tools  to  insure  that  presently  sub¬ 
sidized  service  Is  economical  and  tailored 
to  the  needs  of  the  community. 

With  these  considerations  in  mind,  we 
took  a  hard  locdc  at  two  questions  under 
the  presently  authorized  program.  First,  are 
we  getting  air  service  really  suited  to  the  q>e- 
cial  needs  of  small  communities?  Secemd, 
are  the  taxpayers  receiving  th^  money's 
worth  for  local  air  aervloe?  We  believe  the 
answer  to  both  questions  Is  "no.** 


It  seemed  to  us  that  the  best  method  for 
obtaining  better  small  community  service 
at  lowOT  subsidy  was,  first  of  an,  to  fold  the 
non-certificated  commuter  carriers  into  the 
system.  They  operate  the  appropriate  equip¬ 
ment  and  their  costs  are  far  lower  than  those 
of  the  certificated  carriers.  There  are  a  num¬ 
ber  of  communities  now  served  on  a  subsi¬ 
dized  basis  by  locals  that  can  be  served  by 
conunuters  without  any  subsidy.  There  are 
many  other  communities  which  can  be 
served  by  commuters  at  far  lower  Federal 
cost  per  passenger.  We  also  concluded  that 
Federal  funds  could  be  utilized  more  effec¬ 
tively  if  subsidy  were  based  on  the  cost  of 
providing  a  given  level  of  service  in  particu¬ 
lar  city-pair  markets  with  a  specified  aircraft 
type,  rather  than  considerations  of  overall 
system  need  of  the  subsidized  carrier  as  is 
now  required.  Finally,  we  concluded  that  the 
communities  themselves  should  be  brought 
more  directly  into  the  process  of  deciding 
where  they  want  to  go  and  what  type  of 
service  they  need. 

We  carefully  considered  the  alternatives 
of  certificating  conunuter  carriers.  Indeed, 
the  Board  has  recently  certificated  a  carrier 
for  small  community  service  and  is  consid¬ 
ering  hearings  on  other  applications.  We 
fully  appreciate  that  commimltles  want  re¬ 
liable  service  and  that  many  brieve  certifi¬ 
cation  is  the  only  way  to  obtain  it.  While 
there  may  be  proper  cases  in  which  formal 
certification  could  be  appropriate  to  the 
needs  of  particular  communities,  the  pro¬ 
gram  we  propose  will  offer  many  of  the 
service  guarantees  inherent  in  certification 
without  so  many  of  the  administrative  and 
other  burdens  which  may  be  associated  with 
certification.  Moreover,  out  proposal  does  not 
preclude  formal  certification  in  those  cases 
where  it  may  be  appropriate. 

Under  oiir  proposal,  each  carrier  and  the 
affected  communities  will  know  that  the 
Board  has  the  ability  and  responsiMllty  to 
monitor  and  review  the  service  provided  on 
a  periodic  basis  to  insure  that  It  remains 
good.  Each  carrier  will  have  reasonable  sta¬ 
bility  in  its  markets.  Joint  fares  are  con¬ 
templated  by  our  proposal  and  loan  guaran¬ 
tees.  if  desired, 'could  be  authorized  when 
Congress  considers  extension  of  the  current 
loan  guarantee  law.  In  addition,  those  com¬ 
muter  airlines  not  participating  in  the 
Board’s  small  conununlties  program  could 
be  granted  Joint  fare  prlvllegee  and  also,  by 
legislative  action,  loan  guarantees.  (We  note 
that  the  Board  has  a  pending  proceeding  to 
consider  extending  Joint  fare  privileges  to 
commuter  carriers.)  In  8h<»t,  we  should  be 
able  to  achieve  the  benefits  of  certification 
without  the  possible  drawbacks. 

We  also  considered  variations  of  a  contract 
bid  approach  but  did  not  adopt  It, 

First,  we  had  less  confidence  in  a  contract- 
bid  system  assuring  reliable  service.  While 
such  a  procedure  offers  the  prospects  of  the 
lowest  cost  to  the  government,  we  foresaw 
that  prospective  small  communl^  eervloe 
contractmw  might  offer  unrealistically  low 
bids  because  of  their  lack  of  experience  In 
the  markets.  They  could  later  be  In  a  posi¬ 
tion  of  having  to  sustain  losses  or  terminate 
their  services  with  a  consequent  detrimental 
impact  on  the  community  and  a  significant 
administrative  headache  for  the  Board.  We 
think  our  proposal  will  avoid  these  pitfalls 
and  assure  more  reliable  service. 

Second,  the  Board  solicited  public  com¬ 
ments  the  maj<w  alternatives  and  the 
reaction  was  almost  unanimously  adverN 
to  a  contract  cr  low-bid  program.  We  wMghed 
these  comments  heavily  because  any  small 
community  program  win  depend  a  great 
deal  for  its  success  upon  Bupp<wt  by  local 
governments,  civic  groups,  and  the  traveling 
public. 


Ebivlng  evaluated  a  large  v<fiume  of  data 
and  opinion,  the  Board,  with  the  hMp  of 
its  staff,  formulated  the  SmaU  Community 
Service  Program.  ’The  legislation  we  are  sub¬ 
mitting  is  intentionally  broad  so  that  the 
details  can  be  developed  through  a  rulemak¬ 
ing  process  in  which  the  views  of  the  small 
communities  and  other  interested  parties  will 
be  actively  sought.  The  key  points  are  as 
follows : 

(1)  Eligible  small  communities  will,  at 
the  outset,  include  all  those  which  enplane 
40  or  fewer  passengers  per  day  and  which 
are  currently  contained  in  the  certificates  of 
carriers,  even  if  service  is  now  suspended. 
Aftw  a  three-year  phase-in  period,  new 
points  will  be  eligible  to  be  added  to  the  pro¬ 
gram.  A  place  on  the  list  of  eligible  commimi- 
ties  amounts  to  a  Federal  franchise  that  will 
not  be  reveled  except  after  notice  and  hear¬ 
ing.  The  40-enplanement  standard  was 
chosen  because  our  data  indicate  that  it  Is 
the  threshold  at  which  unsubsldlzed  serv¬ 
ice  can  be  provided  with  large  turboprop 
aircraft.  This  does  not  mean  that  all  com¬ 
munities  on  the  list  will  need  to  be  subsi¬ 
dized.  Rather,  it  means  that  each  ot  the  com¬ 
munities  is  g\iaranteed  a  reasonable  level  of 
service,  although  many  commxmltles  will 
actually  be  served  by  commuter  or  certifi¬ 
cated  carriers  without  subsidy. 

(2)  Tire  Board  will  determine  the  level  of 
service,  the  markets,  and  the  type  of  equip¬ 
ment  for  which  subsidy  will  be  paid.  We  will 
actively  solicit  each  community’s  advice  and 
assistance  in  this  process.  ’The  community 
will  have  a  lot  m(»'e  to  say  about  service 
under  our  new  program  than  it  has  now,  but 
we  think  it  desirable  nevertheless  to  leave 
to  the  Board  the  Judgment  as  to  what  can  be 
Justified  in  the  light  of  the  traffic  and  the 
cost  to  the  Federal  govMnment. 

(3)  Costing  methodology  will  utilize  costs 
representative  of  the  commuter  Industry  for 
the  aircraft  type  in  question.  Subsidy  will  be 
based  on  these  costs  and  estimates  of  pas¬ 
senger  revenues  for  the  first  year.  For  sub¬ 
sequent  periods,  we  will  work  with  actual 
traffic  experience.  ’This  should  encourage  the 
small  community  operator  to  keep  its  costs 
in  line. 

(4)  Carefully  defined  carrier  qualifications 
will  be  adopted  to  assure  that  the  operates 
are  expwienced,  safe,  and  financially  re^>on- 
slble.  Selection  among  qualified  applicants 
will  be  based  upon  objective  criteria,  but 
will  weigh  in  favw  of  local  iterators. 

Let  me,  tor  Just  a  moment,  try  to  make 
these  ideas  mc»«  concrete.  Listed  cm  the 
guaranteed  .service  list  are  Enid  and  Still¬ 
water,  Oklahoma.  Enid  is  a  fairly  small  point, 
generating  fewer  than  12  dally  passengers 
for  its  present  local  service  carrier.  Stillwater 
is  suspended  and  gets  no  air  service. 

'Let  us  assume  that  both  communities  ask 
for  service  to  Oklahoma  City.  After  consult¬ 
ing  with  the  communities,  the  Board  would 
then  develop  good  service  patterns  for  each 
community  linking  them  with  CNclahoma 
City.  More  than  likely,  the  service  pattern 
would  Include  early  morning,  mid-day  and 
evening  arrivals  and  departures  five  days  per 
we^  and  pmdiaps  two  dally  round  trips  on 
the  weekend.  The  Board  mi^t  also  find  that 
a  15-seat  aircraft  is  the  minimum  size  nec¬ 
essary  to  provide  the  required  service. 

The  Board  would  then  eert4mate  the  likely 
revenues  from  passenger  fares,  cargo  and 
mail,  the  likely  cost,  and  forecast  a  first  year 
subsidy  requlronent  of,  for  example,  $120,- 
000.  The  Board  would  then  issue  a  notice 
that  subsidy  is  available  for  the  prescribed 
service. 

Suppose  five  firms  submit  applications. 

Two  applicants  might  not  be  qualified  be¬ 
cause  <Mie  has  a  poor  safety  record  and  the 
other  has  no  experience  in  scheduled  passen- 
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gtr  iranqportatlon.  Of  the  remaining  three 
i^pUeanta  one  le  feed  tn  <%lehain»  Oltf 
end  the  other  two  ere  from  out  of  etete.  The 
C^lehome  Olty  oendldete  would  get  the 
route. 

We  wo\Ud  cerefully  wetcb  tf  t  first  year 
of  service.  Let  us  assume  that  tralfic  responds 
well,  the  communities  are  pleased,  and  the 
carrier  earns  a  30  percent  return  on  Its  In¬ 
vestment  after  sufldy.  If  the  record  is  that 
good,  some  reduction  In  sufldy  sdll  seem 
warranted.  Of  oourse.  If  the  carrier’s  earn¬ 
ings  are  not  as  high.  It  may  f  that  the  sub¬ 
sidy  level  will  remain  stable.  It  could  even 
Increase.  At  the  end  of  the  first  year,  the 
staff  would  study  all  the  data  and  reop«i 
the  routs  fm*  l^>pllcations  ff  three  years  at 
a  new  subsidy  rate.  The  Board  might  switch 
the  service  pattern  around  a  little  to  provide 
timing  which  the  communities  would  now 
prefer.  Let  us  assume  that  the  Incumf  nt 
carrier,  which  has  kept  Its  of  ts  In  line,  re- 
i^pllm  ff  the  route  at  the  new  rate.  That 
carrier  would  get  It  and  f  suf  Idlzed  to  op¬ 
erate  the  air  servlf  for  the  next  three  years. 

This  new  Program  is  dflgned  to  replsf 
the  existing  method  of  suf  Idbsatlon  over  a 
seven-year  period.  Our  legislation  includm 
provlslfu  to  make  sufldy  under  the  cur¬ 
rent  section  400  no  longer  available  for  do¬ 
mestic  trunkline  (^rations  upon  the  date 
of  enactment.  We  would  also  replsf  other 
currently  subsidized  operations  with  our  Pro¬ 
gram  over  a  seven-year  jMrlod.  There  Is  one 
exwptlon.  In  our  Judgment,  the  Board  should 
retain  the  fiexlblllty  to  authorize  subsidy  for 
the  provision  cff  speclfif  lly  Identified  for¬ 
eign  or  overseas  air  transportation  where 
there  are  special  foreign  relations  or  defense 
conslderatKms  present. 

Our  proposed  changes  in  the  sufldy  pro¬ 
visions  of  the  Act  will,  of  course,  affect  the 
way  In  which  the  suf  idlzed  segment  of  the 
Industry  currently  operates.  At  present. 
Federal  sufldy  comprises  only  4.2  percent 
of  the  revenues  of  the  local  servlf  and 
Alaskan  carriers.  The  local  servlf  and 
Alaskan  carriers  will,  of  course,  f  fully 
eligible  to  ref Ive  sufldy  under  the  Board’s 
Program.  Indeed,  we  anticipate  that  some  of 
these  carriers  will  f  i4>pUcant8  for  sufldy. 
IfcHWover,  the  elimination  of  the  obligation 
for  ssrvl]^  small,  imiwaAtable  points  should 
have  a  scdutary  effect  on  their  overall  eco¬ 
nomic  prf  pects. 

Olven  the  seven  year  lead  time,  a  growing 
economy,  and  skilled  management,  we  f - 
lleve  that  the  road  to  essentially  non-sub- 
sldlzed  status  can  f  successfully  negotiated 
by  the  local  servlf  carriers. 

In  summary,  the  Board’s  proposed  Program 
will  allow  the  malntenanf  and  expansion 
of  servlf  to  small  communltlM  by  paying 
Federal  funds  to  air  carriers.  Including  non- 
certificated  commuter  air  carriers,  according 
to  the  actual  Cf  t  of  providing  specified  levels 
of  Mrvif  at  eligible  communltlm.  The  level 
of  servlf,  and  the  hub  points  to  f  served, 
will  f  established  by  the  Board  with  the 
active  cooperation  of  the  affected  small  com- 
munltlM.  The  amount  of  sufldy  will  f 
predicated  on  omts  representative  of  the 
commuter  Industry.  All  ciurently  f  rtlfif  ted 
points  enplaning  40  or  fewer  pasfngers  a  day 
will  f  eligible  under  o\ir  proposed  Program. 
The  Program  will  f  Introduf  d  gradually 
over  a  Mven  year  period.  As  part  of  the  re¬ 
vision  of  the  statutM  present  sufldy  pro¬ 
visions  we  also  recommend  that  the  sufldy 
eligibility  of  trunk  carriers  for  domestic 
operations  f  terminated  Immediately  and 
that  local  Mrvtoe  carriers  f  phased  out  of 
their  existing  subsidy  eligibility  by  the 
(ff  the  seven-year  phaae-ln  of  the  new  Pro¬ 
gram.  It  la  our  firm  f  lief  that  the  new  Pro¬ 


gram  win,  when  fully  Implemented,  bring 
about  great  Inqwovements  In  servlf  at  lower 
cost  than  the  prewnt  system. 

Let  me  emphaslae.  tn  conclusion,  that  tiie 
Board  Is  committed  to  the  piinclple  that  the 
Nation’s  smaller  communltlm  deserve  re¬ 
liable  access  to  the  air  trani^wrtatlon  system. 
We  believe  that  the  future  needs  of  these 
communltlm  can  best  f  met  by  enacting 
the  legislation  we  are  premntlng  to  you  to¬ 
day. 

CONCLUSION 

Mr.  Chairman,  this  concludes  our  prepared 
statement.  We  shall  f  happy  to  respond  to 
any  questions  the  Committee  may  have. 

Dsatt  Legislation 

1.  Amend  section  101(10)  as  follows; 

"Air  ’Transportatkm"  means  Interstate, 
overseas  or  foreign  air  transportation,  trans¬ 
portation  f  nducted  pursuant  to  Section  418 
of  this  Act,  or  the  transportation  of  mall  by 
aircraft. 

Amend  section  101  by  Inserting  the  follow¬ 
ing  new  paragraph : 

"Small  Community*’  means  a  village,  town, 
city  or  other  locality  In  the  United  Statm, 
which  is  eligible  for  servlf  pursuant  to  Sec¬ 
tion  418  of  this  Act. 

2.  Amend  Section  406(b)  by  adding  the 
following: 

Provided  however.  That  the  Board  may, 
when  required  by  the  needs  of  foreign  com- 
merf  or  the  national  defenm,  pay  compen¬ 
sation  for  the  transportation  of  mall  In 
overseas  or  foreign  air  transportation  f - 
tween  specific  points  without  regard  to  the 
carrier’s  system  need  and  revenum  as  other¬ 
wise  required  by  clause  (3)  of  this  subsec¬ 
tion:  Provided  farther.  That  notwltf  land¬ 
ing  the  provisions  of  section  401(e)(4)  of 
this  title,  the  Board  may  designate  the 
schedulm  and  equipment  for  which  compen¬ 
sation  shall  be  paid. 

Amend  Section  406(c)  by  adding  the  fol¬ 
lowing: 

Provided.  That  an  air  carrier  la  not  eligible 
to  ref  Ive  payments  pursuant  to  subsection 
(b)  <ff  this  section  for  Interstate  air  trans¬ 
portation  unlem  that  carrier  was  actually  re- 
f  Ivlng  payments  pursuant  to  that  subsec¬ 
tion  on  the  date  of  enactment.  Provided,  fur¬ 
ther,  That  no  air  carrier  shall  receive  any 
payment  pursuant  to  subsection  (b)  <ff  this 
section  after  Def  mber  31,  1084. 

3.  Amend  Section  401(a)  to  read  as  fel¬ 
lows: 

"(a)  No  air  carrier  shall  engage  In  any  air 
transportation  unless  there  is  In  forf  either 
a  f  rtlfif  te  or  Uf  nse  issued  by  the  Board 
authorizing  the  air  transportation:  Exfpt, 
That  the  requirements  of  this  section  shall 
not  apply  to  scheduled  air  transportation 
performed  pursuant  to  Board  authorization 
under  Section  418  of  this  title. 

A  new  section  418  Is  added  to  read  as 
follows:  (a)  (1)  The  Board  la  empowered  and 
directed  to  fix  and  determine  the  fair  and 
reasonable  rates  of  compenmtlon  to  be  paid 
to  air  carriers  for  the  transportation  of  per- 
aons,  property  and  mall  to  ensure  continued 
access  of  small  communities  to  the  Nation’s 
air  transportation  network  If  It  finds  that 
this  access  cannot  be  maintained  without 
compensation  from  the  Federal  Oovemment. 
The  dflgnatlon  of  air  carriers  to  provide  the 
transportation  and  the  ratf  of  con^iensa- 
tion  may  be  determined  with  or  without 
hearings  and  shall  be  subject  to  such  terms 
and  conditions  as  the  Board  may  prescribe. 

(2)  Within  180  days  of  the  date  of  enact¬ 
ment  of  this  section,  the  Board  shall  pub¬ 
lish  a  list  of  the  small  communlttee  Hlglble 
for  assistance  under  this  section:  Frovided, 


That  for  thrw  years  trom  the  date  of  enact¬ 
ment  of  this  section,  tilglble  small  eom- 
mnnltles  shall  be  only  those  points  contained 
In  oertlficates  of  public  oonvenlenf  and 
necessity  as  of  January  1,  1977. 

(3)  Commencing  three  years  from  the  date 
of  enactment  of  this  section,  the  Board  may. 
by  regulation  of  otherwise,  establish  criteria 
for  Including  additional  communities  to  the 
list  of  eligible  communities.  In  determining 
whethtf  a  community  should  be  added  to  the 
list,  the  Board  shall  consider,  among  other 
things,  the  level  of  traffle  generated  by  the 
ccKnmunlty  and  Its  future  traffle  generating 
potential,  the  cost  to  the  Oovemment  of 
providing  service,  and  the  degree  to  which 
access  by  the  community  to  the  Nation's 
transportation  system  Is  otherwise  available. 

(4)  The  Board  shall  by  regulation  or  other¬ 
wise  establish  an  orderly  procedure  for  Im¬ 
plementing  the  authority  granted  In  this 
section  Including,  as  necessary,  the  amend¬ 
ment  of  certificates  of  pubho  convenience 
and  necessity  so  as  to  dtiete  or  suspend  a 
carrier’s  authority  to  serve  eligible  communi¬ 
ties  under  section  401.  The  procedure  shall 
be  based  upon  the  relative  needs  of  the  eligi¬ 
ble  communities  for  service,  the  relative 
cost  of  service  to  the  Oovemment  and  such 
other  criteria  as  the  Board  may  deem  ap- 
prc^rlate;  Provided,  That  the  autlMxrlty 
granted  In  this  section  shall  be  Implemented 
with  req>ect  to  all  eligible  communities  no 
later  than  December  31.  1984.  Szo^t,  That 
the  autlKHity  shall  not  be  Implemented  with 
respect  to  any  eligible  community  where, 
and  for  so  long  as.  both  the  community  and 
the  certificated  carrier  request  continuation 
of  the  existing  certificated  service  without 
eligibility  for  mall  payments  under  section 
406(b)  (3)  of  this  title. 

(b)  (1)  Conqiensatlon  shall  be  limited  to 
an  amount  required  to  operate  a  specific 
level  of  service  between  the  small  community 
and  a  point  or  points  designated  by  the 
Board.  In  detwmlnlng  the  pattern  of  seiVloe 
for  which  an  air  carrier  may  receive  com¬ 
pensation,  the  Board  shall  consult  with  the 
community  and  In  addition  shall  consider 
such  other  data  as  It  deems  relevant. 

(2)  The  Board  shall,  by  regulation  or 
otherwise,  establish  the  revenue  and  expense 
elements  to  be  considered  tn  determining 
rates  of  compensation:  Provided,  That  such 
expense  dements  shall  be  based  upon  repre¬ 
sentative  costs  of  air  carriers  providing  cinn- 
parable  service  with  comparable  equipment. 

(8)  The  rate  of  compensation  under  this 
section  shall  be  established  Initially  for  a 
one-year  period  and  shall  be  restabllshed  at 
least  every  three  years  thereafter.  The  appli¬ 
cant  selected  initially  shall  be  offered  the 
rate  of  compensation  established  for  the 
successive  period.  If  any.  If  the  iqipllcant 
declines  to  continue  to  provide  service  at 
the  specified  rate  eff  compensation,  the  Board 
shall  select  a  different  applicant  under  the 
provisions  of  this  section. 

(c) (1)  The  Board  shaU,  by  public  notice, 
solicit  applications  from  air  carriers  and 
other  persons  to  perform  the  air  transporta¬ 
tion  specified,  and  shall,  by  regulation  or 
otherwise,  establish  criteria  for  selection  of 
one  (ff  the  qualified  applicants. 

(2)  The  Board’s  notice  shall  set  forth 
in  detail:  (A)  the  minimum  service  to  be 
performed;  (B)  the  minimum  size  and  any 
special  characteristics  of  the  alroaft  to  be 
utilized;  (C)  the  maximum  permisslbla 
fares;  (D)  the  dollar  amount  of  the  subsidy; 

(S)  the  minimum  safety,  financial,  and  op¬ 
erational  qualifications  the  Board  deems 
necessary  to  assure  that  the  applicant  Is 
qualified  to  perform  the  ssrvloe;  (F)  such 
other  terms  and  conditions  as  the  Board 
deems  relevant  to  the  application  process, 
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(d)  Hie  Boerd  may,  after  notice  and  hear¬ 
ing,  remoee  any  point  from  the  Ust  of  eligible 
small  oomimmttles.  In  determining  whether 
a  community  ebould  be  remoeed  from  the 
Itet,  the  Board  shall  consider,  among  other 
things,  the  lerti  of  traffic  generated  by  the 
community  and  Its  future  traffic  generating 
potential,  the  cost  to  the  Ooremment  of 
prorldlng  service,  and  the  degree  to  which 
snrmn  by  the  community  to  the  Nation's 
transportation  system  Is  otherwise  available. 


(e)  No  certificate  of  public  convenience 
and  necessity  issued  pursuant  to  section 
401  (d  this  title,  shall  be  required  as  a  condi¬ 
tion  to  the  provision  of  service  and  receipt 
of  compensation  piueuant  to  this  section; 
and  no  air  transportation  compensated  un¬ 
der  this  section  ffitall  be  eligible  for  com¬ 
pensation  pursuant  to  section  408(h)(3)  of 
this  Utle. 
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